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Dorothy R. Henderson, formerly a bank treasurer, changed
horses in mid stream out of pure love for security and
investment work. She obtained a B.B.A. degree from
Tulane University in finance and is doing special case
work for their Investment classes.
Her present duties with an investment house couple those
of a security analyst with the closely allied job of invest
ment consultant.

In this article, Miss Henderson presents her idea of what
information a report to stockholders should contain. She
finds that many reports, especially those of the smaller
companies, fail to measure up to the inquiring investor's
needs.

MORE INFORMATION, PLEASE
By Dorothy R. Henderson
ings experienced an even greater expansion
percentagewise. Necessary curtailment of
the production of durable goods, autos,
radios, refrigerators, and many more “have
nots” (which are still only a roseate dream
to us) inhibited the increased purchasing
power. The family budget was faced with
the phenomenon of an excess amount in
the savings fund. The customary outlets—
bank accounts and building and loan
shares—had practically dried up because
of unattractively low interest rates. War
bonds, life insurance, and real estate were
purchased in large amounts but even those
media of investment have a saturation
point. So, impelled by necessity as well as
by the profit motive, the billions of dol
lars of the billions of individual investors
were directed toward the security markets.
Paralleling this economic factor actuat
ing the individual investor toward invest
ment in corporate securities is the social
force of education. To connotate the word
with only degrees and specialization is to
misuse it. The broader definition includes
an awareness to and an understanding of
those everyday things that surround us.
Our higher standard of living comprises
not only the material goods with which we
customarily associate it but also our privi
lege of self expression. Americans are a
well informed people. That we could re
main blind to the increased bustle of indus
trial activity, deaf to the louder roar of

Investment in American industry is fast
becoming the favorite outlet for the sur
plus funds of John and Mary Public. In
the last few years especially, the number
of individual security holders has reached
a staggering total. Formerly, a company’s
records carried as stockholders only a few
large investors, usually corporations, insti
tutions, estates and trusts, with only a
sprinkling of small personal holdings.
Now, the converse is true and many lists
of “absentee owners” of a corporation re
veal that more than one-half of the names
are individuals. Also disclosed is the as
tonishing fact that, of the outstanding
shares, a very high percentage is held in
ten share lots or less!
This distinct reversal of trend in the
type of investor has been activated by
many forces, primarily economic and so
cial. That the transition from a peace to
a war economy should account for this
change to a great extent appears obscure
until certain motivating factors are more
closely scrutinized. A principal repercus
sion from the precipitous acceleration of
this country into war was to inflate the
number of employed persons to a record
high almost overnight. Entire families
worked, and at fabulously higher wages,
thus giving double impetus to monetary
forces. National income increased by leaps
and bounds and, despite higher living costs
and taxes the amount available for sav
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use all of these freely and profitably, his
less affluent counterpart finds their time
consuming feature a deterrent and the
concomitant expense actually prohibitive.
Therefore, the continuation of the use of
these reservoirs of information is not prac
tical for small investors, who constitute
an ever-increasing number of security
holders.
Fundamentally, the responsibility of
keeping its security holders properly in
formed as to its activities, operations, and
objectives rests with the issuing company.
All too frequently the annual report is
the sole communication during a year and,
in a minority of instances, we sadly ob
serve that even this is not submitted. Spe
cial meeting and proxy notices are sent,
from which the stockholder may conclude
that his company is still alive, but how well
it is doing is left to his imagination. True,
dividend checks and the payment of bond
coupons stimulate interest to a large de
gree but today’s farsighted investor is
equally interested in knowing whether he
will receive subsequent payments also. A
brief interim statement of the company’s
progress to date would answer many of the
stockholders’ questions but these are rarely
forthcoming. Even many larger corpora
tions, to which the expense is not an im
portant factor, for various reasons, com
petitive, political, or otherwise, do not
consistently adhere to the practice of in
terim reports on earnings.
Since the annual report to stockholders
has become the accepted transmitter of
information between the company and its
security holders, it should be both quan
titatively and qualitatively complete. It is
acknowledged that a company cannot prac
ticably reveal all its operating secrets. This
position has recently been quite ably de
fended by a leading automotive manufac
turer and will not be elaborated on fur
ther. However, the current tendency to
humanize and streamline annual reports
has resulted in a very stringent form of
oversimplification which deprives inter
ested readers of many factual clues essen
tial to their intelligent comprehension. A
classic example of this condensation fad
is the following advertisement that ap
peared as a full-page announcement in
many leading newspapers:
Annual Report To Our Stockholders
We Received................. ................$------We Paid Out.............................
$----

capacity production, and unaware of the
profit potentialities of our capitalistic sys
tem of economy is impossible.
Complementary to the individual’s need
of investment media is the desire of indus
try to interest more persons in its securi
ties. By a wider dispersion of security
holders a broader market is created. Re
sulting benefits to the issuing company are
mitigation, if not entire avoidance, of a
buyers’ market, during which an issue may
sell for only a fraction of its real value,
which does not make a pretty permanent
record; increased interest in the company
and its products; and a greatly enhanced
opportunity for the sale of future securi
ties. This latter reason accounts for the
fairly recent wooing of individual inves
tors, even small ones, by corporations. The
favorite tokens of this courtship are stock
splits and dividends, which have multi
plied apace in the last two decades.
The need for new venture capital is
ever present since expansion cannot be
accomplished without adequate working
capital. A seeming incongruity appears
here when it is recalled from recently pub
lished financial statements that the ma
jority of large corporate coffers are fairly
at the bursting point. But, while not so
obvious, the more important fact is that
the total of small businesses in this coun
try far outnumber the larger corporations.
Parenthetically, we can mention one entire
industry, the machine tool, that is com
prised of some three hundred small com
panies all actively vying with one another.
In a competitive economy such as ours this
is important for, contrary opinions not
withstanding, we are still a growth coun
try.
Admittedly then, there is a mutual de
pendence between industry, seeking new
or additional capital, and the individual
investor, who can supply this need. Indubi
tably, for it to be a profitable arrangement
for both parties, mutual understanding
should exist. With new issues, a pros
pectus is supplied by which the investor
may acquaint himself with the issuing com
pany. Also it may be logically concluded
that, before the purchase of any security,
the prudent investor has obtained from
various sources the required information
that determined his choice of that par
ticular company and issue. The principal
sources of such information are investment
brokers, security dealers, and the multi
tudinous advisory services and financial
periodicals. While the large investor may

Balance for Our Stockholders._ $
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Viewed with the eager eye of the inves
tor rather than that of the professional
analyst, who has many more sources of data
at his disposal, a representative cross
section of various companies in all indus
tries (excluding railroad and public
utilities) reveals varying degrees of trans
gression. That these are, in the main,
errors of omission rather than commission
only slightly mitigates the fault.
Turning the attractive cover of our com
posite annual report to the first page, we
find a list of officers and directors -— but
without appropriate comment as to what
qualifies them individually for their office.
Yet, customarily the stockholder is re
quested annually to delegate his vote by
proxy to certain of these persons whom he
has no way of knowing. The next page, or
several pages, contain the president’s mes
sage, the purpose of which should be to
acquaint the stockholder with his com
pany, its products, trade position, finances,
operations, progress, management’s objec
tive and employee relations, to name the
more salient matters. But our composite
report fails qualitatively, with only a fifty
per cent average, to inform its readers on
these important facts. In lieu thereof, a
periphrasis of the new cafeteria or gym
nasium, growth of the employee family and
other interesting, but secondarily impor
tant, information may be substituted.
Subsequent pages contain the statement
of condition, income and surplus state
ments, subsidiary statements when exis
tent, and footnotes. Also furnished by the
more understanding companies, are charts
and graphs which pictorially supply im
portant information at a glance. By this
method, many pertinent facts are recog
nizable to the reader which would other
wise escape his attention, particularly the
vast majority who are lacking in a finan
cial and accounting background. But wher
ever a pie- or bar- chart is used in any but
a supplementary function the result is to
further mystify, rather than enlighten, the
reader.
In its intention to spare the reader as
much detail as possible, the average com
pany presents a condensed balance sheet,
a mere listing of accounts with copious ref
erences to footnotes, rather than a true
statement of condition which would em
body many of these addenda as an integral
part. The most frequently practiced trans
gressions of condensation in the statement
of condition are the consolidation under
one heading of important accounts that
13

properly should be subdivided into their
respective component parts. On the asset
side, receivables, inventory, investments,
and other assets are shown without accom
panying break-down of what constitutes
each. Also company property of whatever
nature is shown under the sole caption
“Plant” without more explanation of this
important asset.
Transferring our attention to the oppo
site side of the statement, we may find
similar condensations performed with re
spect to two accounts which loom outstand
ingly—reserves and surplus. As is well
known to accountants, a reserve may be a
temporary allocation of surplus for a con
tingency which may not occur at all or may
occur only partially. But the investor can
not determine what portion is set aside for
possible future losses when all reserves are
combined under a single heading. The allimportant amount of earned surplus should
certainly be shown apart from capital and
paid-in surplus for how else may we deter
mine whether a progressive or retrogressive
earnings condition exist as presented by the
statement? Both creditor and stockholder
of the company are interested in a true
picture and deserve more than the scant
silhouette offered them by a too condensed
form.
In the income statement, the current
tendency, especially among the smaller
companies, is not to reveal sales or cost
of sales, but to begin with gross profit. This
obscures not only growth trend and posi
tion in the trade but, even more impor
tant, the operating ratio, which is always
an essential factor, particularly now in a
period of increasing material costs and
wages. Where, for competitive or other
reasons, sales and cost of sales are not
shown, the operating ratio, which reveals
to what extent a company operates eco
nomically and efficiently, should be an
integral item of the report. A consistently
increasing ratio of operating cost without
timely correction can only shorten the
corporate life span, which simple fact
would surely be of interest to security
holders. Other weaknesses in the income
statement are: the consolidation of all
taxes, excise, sales, franchise, and income,
as though all were an expense of doing
business and without allowing for the fluc
tuations of income taxes with earnings; de
preciation charges unaccompanied by any
explanation as to method used for their
calculation; non-recurring income and ex
pense items not earmarked as such.
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Any form of presentation of the income
statement which does not lead the reader
step by easy step from gross sales, or rev
enues, to net income, leaving him with a
clear understanding of interpolated items
used to arrive at the net result, is incom
plete. The paucity of items contained in the
average surplus statement leaves little cause
for criticism. Usually its brief form is
necessary and not the result of an overzealous desire to condense.
Since simplification in the preparation
of financial statements is the order of the
day, it may be as advantageously expressed
in the use of a nomenclature intelligible to
the reader, unversed in the technical
language of accounting, law, and finance.
Particularly in the matter of contingent
liabilities, wherein lie hidden possible
claims in the form of litigation, guaranties
and unsettled claims of whatever nature,
could distinct clarification be effected.
Any critique on suggested improvements
in financial statements which does not in
clude heartfelt commendation for those
companies that have pioneered and per
sisted in the movement to give to security
holders “all the news that’s fit to print” is
incomplete. The good example set by sea
soned veterans in the various industrial
fields may be very profitably followed by
newcomers who, by only a fair degree of
cooperation with investors, will receive
more favorable response on future issues.
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